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When firms decide where to locate, chief among
their concerns are keeping business costs low and
positioning themselves close to markets—wholesale
or retail markets for goods and services, and supply
markets for raw materials and labor. Individuals, by
the same token, typically choose to live within easy
reach of work and to hold the line on their own liv-
ing expenses. And no single living cost looms larger
than the cost of housing.  
The Bureau of Labor Statistics, which tracks con-
sumer prices, awards fully 36% of the weight in its
consumer price index to changes in housing prices.
Thus, the relative affordability of housing can be a
determining factor—directly for individuals and
indirectly for businesses—in key location decisions
at both ends of the job market (see page 18 for
more on Connecticut prices and the cost of living).
The Northeast in general, and Connecticut in
particular, has a well-deserved reputation for being
an expensive place to live.  Taxes are relatively
high, winters are bitter, energy is dear and homes
are pricey.  It may be cold comfort, but
Connecticut does not have the least affordable
housing market in the country.  States in the Far
West do worse, as do a couple of our closer neigh-
bors.  What’s more, home prices in Connecticut are
not unusually high, given the forces that determine
prices in the housing market.  For a state with our
characteristics, homes here cost about what you’d
expect.  That’s not all: the housing affordability
picture in Connecticut has improved in recent
years—dramatically.  So, put in proper perspective,
Connecticut’s disadvantage in housing costs may
not be quite the deal-breaker that it first appears.
Measuring Affordability
The standard way to measure housing affordabil-
ity is with an index like the one published by the
National Association of Realtors (NAR) for U.S.
metro areas.
















buy a median-priced home in an area, based on
going mortgage rates, a 30-year term, and a 20%
down payment (see pages 12-13 for a critique of
the median price measure).  That monthly pay-
ment is then divided into 25% of the median
monthly household income (as a bank loan officer
might do to qualify a homebuyer).  The resulting
ratio (times 100) is the value of the index.  An
index of 110 means median income is 10% higher
than needed to buy the median home; at 90,
income falls 10% short of that amount.
I used the same methodology to construct afford-
ability measures for each of the fifty states, based
on Census data for median home values and medi-
an household incomes and mortgage rates from the
Federal Home Loan Mortgage Corporation
(FHLMC).  The first map of the U.S. compares
housing affordability across states, as measured by
the resulting index.  Homes are most affordable
through the nation’s mid-section and least afford-
able along the two coasts.  For the average state,
the affordability index measured 132, so median
income was 32% higher than required to buy the
median home.  At 177, Missouri ranked first in
affordability, while Hawaii, at 67, ranked last.  
Connecticut’s reading of 106 placed it 42nd in
the affordability rankings.  The median household
can afford the median home in the Nutmeg State,
though with little to spare. Connecticut, however,
is not the most costly spot in New England or in
the Northeast. That distinction rests with our
neighbor to the north, Massachusetts, with an
index value of 89.  New York, at 97, is less afford-
able than Connecticut.  So too is New Jersey, at
104.
Changes in Affordability
Homeownership is costly in Connecticut, but
there are important qualifications to this conclu-
sion.  Housing has grown more affordable across
states during the 1990 to 2000 period, especially
here in the Nutmeg State.  In 1990, the affordabili-
ty index for the average state was just 120, so its
2000 measure of 132 represents a 10% increase
over those ten years.  The second U.S. map shows
how the states compare in affordability change.
Most striking is the fact that affordability climbed
especially fast in high-cost areas like the Northeast
and parts of the Far West.  
In New England, affordability is up 61%, and in
Connecticut it is up 65%.  In 2000, Nutmeggers
could more than make their mortgage payments
out of their so-called qualifying income, but in
1990 residents could afford barely half the median
mortgage.  Connecticut ranked 8th among states in
increased affordability during the 1990s.  Hawaii
ranked first and Idaho ranked last.
This issue’s centerfold maps the changes in
housing affordability across Connecticut towns,
using the same source data and methodology as
used for the states (see pages 10-11).  Between
1990 and 2000, housing affordability increased in
all 169 towns.  New Canaan posted the smallest
increase, 11.5%, while Putnam, at 108.1% posted
the largest.  As these two towns suggest, housing
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affordability improved the most in eastern
Connecticut and improved the least in southwest-
ern Connecticut.  Housing affordability generally
grew faster in the cities and more slowly in the
suburbs.
What’s behind this affordability surge?
Homebuyers everywhere have benefited from
declining interest rates which help to make mort-
gage payments more manageable.  And in most
places, strong income growth has helped put
owner-occupied housing within reach of many,
even as prices have continued to rise.  In
Connecticut and throughout the Northeast general-
ly, income growth has been sub-par, so the big
contributor to improved housing affordability has
been an exceptionally slow rise (or even decline)
in home prices over the decade.  That’s been bad
news for existing owners who may see their homes
as their single biggest investment and who perhaps
had hoped to tap their home equity as a source of
cash for other uses.  But it’s good news for new
entrants and first time homebuyers who might
have been priced out of the market otherwise.  
Are Homes Priced Right?
Even where homes are costly, they may be more
or less expensive than one might predict, given the
factors likely to influence home prices.  Homes are
not a homogeneous good.  In the Northeast they
have full basements; in the South and West many
have air conditioning and swimming pools.
Naturally, we would expect prices to reflect such
differences, even if these differences are not always
easy to measure.  But simple economic models of
housing markets suggest that price variations
across regions largely reflect factors that are rela-
tively easy to measure, such as population growth
and density, and the cost of new construction.  All
else equal, homes tend to be costlier in areas that
are densely populated, growing quickly, and where
construction costs are high.
To estimate a relationship between home prices
and these explanatory variables, we can use the
latest Census figures to calculate population densi-
ty for each state along with the household growth
rate.  The Office of Federal Housing Enterprise
Oversight (OFHEO) tracks the dollar value of new
home building across states and regions, which on
a unit basis offers a rough measure of construction
costs.  As expected, the resulting model estimates a
positive and significant relationship between each
of these variables and the median price of homes
in each state.  A 10% increase in population densi-
ty, for example, is associated with a 1.2% increase
in home prices.  If the rate of household formation
were to rise by a point, from say a 16% rate of
increase over the decade to 17%, we’d expect
home prices to go up by about $1200.  And if the
cost of building a new home were to rise by $1000,
the price of existing homes would likely increase
by about $970.  These three variables alone explain
more than half the total variation in home prices
across states.
As high as home prices are in Connecticut, they
are lower than expected, given the factors that
seem to be important in determining price.  In
2000, the median home in Connecticut was valued
at $167,000.  With our state’s population growth
and density, and its cost of new housing, the
model predicts a median price of $176,000, so
home prices in the Nutmeg State are about 5%
lower than anticipated.  By contrast, our next-door
neighbor, New York, has a median home price that
is lower than ours but higher than expected.
There, the median price was about $149,000 com-
pared with a predicted price of about $119,000—a
difference of 25%.  Besides New York, 17 other
states have home prices that are lower than
Connecticut’s but higher than one might expect.
These findings—that Connecticut prices are high,
but not unexpectedly so—accord with at least
some residents’ feelings about whether housing in
Connecticut is worth its price.  In the most recent
Webster-UConn Survey, Nutmeggers were asked
whether they believed that a home in Connecticut,
given its cost, was a better or worse value than
elsewhere.  The plurality responded it was about
the same.  Of the remaining respondents, however,
more said it was a poor value than said it was a
good value (see pages 8-9).
Housing and Growth
Given its importance in consumer budgets, the
cost of housing can be a key influence on where
people choose to live and work.  Connecticut has
the 6th highest median home price in the country,
and even after accounting for ability to pay only 7
states rank below Connecticut in affordability.  Do
Connecticut’s high home prices disadvantage the
state in keeping workers and firms here and in
attracting new entrants?  While such choices
involve many idiosyncracies, a couple factors sug-
gest this particular cost of living may not be as a
burdensome as it first appears.  Often, what’s
implied in characterizing an area’s cost of living as
high is that costs are “too high” given the factors
that determine them.  By this measure,
Connecticut actually ranks in the middle of the
pack.  Given the influences that seem important in
determining prices, home prices in Connecticut are
about what you’d expect them to be. Moreover,
between 1990 and 2000, housing affordability
improved more in Connecticut than in most other
states.  So Connecticut’s relative position in hous-
ing costs—com-
pared to where
it should be or
where it’s
been—looks bet-
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